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THE OUTLOOK AT MIDYEAR 


MONG the more gentlemanly and intellectual discussions now going on is 

the debate between Mr. William McC. Martin and Secretary Humphrey. 

This is not to say that these two are the only ones involved. Indeed, it is 
hard to find a financial or news publication that has not chosen one side or the 
other. The argument runs that consumer debt (and mortgage debt) has risen too 
fast and too far, and that steps must be taken to stunt its rapid growth. The other 
side, in rebuttal, states that it is not too high and that clamping on controls could 
easily bring on a contraction in consumption that might result in disastrous cuts in 
production and employment. More thoughtful participants realize the overwhelming 
importance of this question, and capriciousness has not entered into their actions 
nor vindictiveness into their remarks. So far, everything is on a high, almost 
scholarly, level 


As is the case in many important issues, there is a great deal to be said on 
both sides. On the one hand, consumer debt increased nearly 40% during the 
1952-55 period, with the biggest part of the increase coming in 1955 


It see ms a perfectly valid question to ask how long such increases can continue 
before they set up irresistible inflationary pressures. In all fairness to the pro- 
ponents of credit controls, most of them are not opposed to debt as an indica- 
tion of profligacy to be thwarted at all costs. They base their case on the axiom 
that when credit (or the supply of money, which is one and the same) is increased 
faster than the supply of goods and services, prices inevitably tend to rise. This 
is what is feared and this is the reason the Federal Reserve has tightened credit 
by raising the rediscount rate five times in 12 months 
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Thus far it seems that credit controls have been applied with sufficient deft- 
ness to forestall significant price rises in living costs and at the same time avoid 
serious contractions in consumption. The automobile manufacturers and house 
builders do not agree with this. Both groups claim that credit restraints have 
seriously crippled the demand for their products. However, it is in these two 
fields where the strongest inflationary pressures are developing and where the 
need for some restraint seems indicated. Building material prices and steady 
demands for higher wages have sent construction costs to an alltime high, and 
the automobile manufacturers are operating under pretty much the same handi- 
cap. For a long time salesmen have pointed the finger at the credit department 
for killing sales. Now this same charge is being made against credit controls. 
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National Disposable Income Compared 
With National Department Store Sales 

















In a sense the salesmen are right. You can sell any amount of anything if you 
make the terms attractive enough. A year ago some California builders were 
giving GI “buyers” a $9,700 house plus $300 in cash for a $10,000, 30-year 
mortgage, and automobiles were being sold with whopping trade-ins and 42 
months to pay. Theoretically, there is no limit to demand ifthe terms get 
longer, the trade-ins larger and the downpayments give way to cash inducements, 
but the credit line has to be drawn somewhere. The trouble is that the sales- 
men and the credit department can’t agree on where to draw it. 


There is good reason to believe that the lack of changes in the 1956 models 
probably had an important effect on falling auto sales and that falling family 
formation strongly influenced the slackening demand for housing. Credit con- 
trols no doubt had some effect on the declines in both fields, but to attribute the 
major portion of these declines to credit controls requires a large measure of 
clairvoyance or special pleading, and we suspect the latter. 


Those who oppose the more recent policies of the Fed do so with sincere and 
cogent argument. Mass production and consumption are the cornerstones of 
American material progress. They are at the same time the means of and evi- 
dence of our rising standard of living. Neither is possible without continuously 
increasing sources of credit. To stifle the flow of credit is to clamp the jugular 
vein of the economy. 


Perhaps these two sides of this argument, while basic, are oversimplified 
here. One thing that brings on the thought of oversimplification is that there is 
little disagreement between the Fed and its opponents over either one of the basic 
points. Certainly the Fed’s Board of Governors is intimately familiar with the 
manifold blessings of credit, while its opponents are equally aware of the pos- 
sibility of inflation brought on by too rapid an expansion in the money supply. 


The chief differences between the two are over the details rather than over 
the basic policies. It is not so much a question as to whether credit should be 
controlled as it is a question of when and how. What yardstick is to determine 
when credit is too high and what steps are to be taken to halt its rise without 
detrimental effects on the economy? This is a problem that has only been recog- 
nized in comparatively recent times, but it is one that will continue to assume 
even greater importance in coming years. Moreover, it is a problem that, if 
solved, could well lead us into the era of continuous and expanding prosperity 
so long sought. If it is not solved, the dreary cycle of boom and bust may soon 
return 


Whether now is the time to ease credit is debatable. It almost always is, but 
sagging activity in a number of major lines indicates that the next move by the 
Fed will be in this direction. An election year is no time for a recession, and 
the advocates of easy money can make a good case that the country is heading into 
one 

(cont. on page 237) 
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(cont. from page 225) 

Latest of the major lines to dip is retail sales. While they were ahead of last 
year during the first 2 months of 1956, they have dropped off slightly during March 
and April. The charts on pages 226 through 233 show department store sales in- 
dexes in 80 principal cities of the United States. Each city is indexed on the basis 
of its average sales during the 1947-49 period. The national index shows that, 
nationally, department stores are selling about $120 worth of merchandise for 
every $100 they sold during 1947-49. Obviously, New York City sells more de- 
partment store merchandise than is sold in Houston. However, New York de- 
partment stores are selling only $93 worth of merchandise for every $100 they sold 
in 1947-49, while Houston stores are selling $158 in place of the $100 they sold 
in the base period. 


Most of the cities follow this trend - down slightly since the first of the year, 
but still higher than a year ago. There are five cities that have dropped to below 
their last year’s level. These are Everett, Washington, off 10 points; Providence, 
Rhode Island, off 7 points; Long Beach, California, -5 points; Boston, Massa- 
chusetts, -2 points; and Phoenix, Arizona, -1 point. 


In the other direction, there are 10 cities that showed slightly rising depart- 
ment store sales during the first quarter of 1956. They are Birmingham, Fresno, 
Little Rock, Louisville, Oakland, Sacramento, St. Paul, San Diego, San Francisco, 
and San Jose. Note that of these 10, only St. Paul is not a southern or western 
city 


While of little interest to the residential real estate broker, department store 
sales should be closely watched by the commercial real estate man. This is be- 
cause depurtment store sales almost unerringly point the direction of other retail 
sales, and knowledge of them is vital in the negotiation of leases or in the evalua- 
tion of commercial properties. 


Undoubtedly the most powerful force in the economy is the surging income of 
consumers. At the end of the first quarter of 1956, disposable consumer in- 
come (after income tax deductions) stood at $277 billion, up $16 billion from the 
preceding year. This enormous increase is equivalent to an additional $300 ex- 
pendable income per family. It may well push close to $290 billion by the end of 
the year as the effects of the raise in the minimum wage law and another increase 
in manufacturing wages are felt. In view of this continuing expansion in consumer 
income it is difficult to remain pessimistic. 


One of the best indicators of retail sales is the trend of consumer disposable 
income. The chart on page 224 shows how closely the two trends move. With 
incomes certain to move higher, it is only a question of a short time before retail 
sales follow. Perhaps the slight dip in department store sales is explained by the 
drop in charge account credit, which has dropped some $800 million in the last few 
months (see page 234). 











On page 236 is a look at the relationship between sales and inventories at the 
manufacturing, wholesale and retail level. Although some individual lines (autos, 
for example) are at present finding inventories burdensome, the overall picture 
is quite favorable. In fact, there is little to suggest that the relationship between 
sales and inventories is apt to become seriously out of balance 


One exception is in steel, where inventories are buildi ip at a fantastic rate 
as buyers stock up in anticipation of the coming price rise and in anticipation of a 
possible steel strike 


Despite the publicity given to the sizable layoffs in the auto industry, employ- 
ment is reaching toward new peaks. In April of this year employment was higher 
and unemployment was lower than a year ago 


To sum up, the outlook for the rest of 1956 is good. There will continue to be 
what economists call a ‘rolling readjustment,’ where declines in some lines are 
offset by gains in others. Auto sales will continue to run behind their record year 
of 1955, and there may be a strike in the steel industry. On the other hand, con- 
struction (except home building) will undoubtedly hold up well enough to send 1956 
dollar volume ahead of record-breaking 1955. There is even some hope that 1956 
will be a somewhat better year for the farmer as the price of farm products turns 
upward 





